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Politics and Trade in the Former Soviet Union
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Fifteen independent countries emerged from the
collapse of the Soviet Union in 1989-91. Aside from the
Russian Federation, the former Soviet Republics lie in four
geographic regions: the Caucasus (Armenia, Azerbaijan,
Georgia); Central Asia (Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan); the Baltics
(Estonia, Latvia, Lithuania); and Eastern Europe (Belarus,
Moldova, Ukraine).
All of the new states faced daunting challenges in
making the transition from centrally-planned economies to
market economies. This transition was particularly
complicated because during the Soviet era, economic and
political decision-making was concentrated in Moscow,
Russia. Not only did the new countries need to develop
unfamiliar market institutions, but they also had to figure
out how to govern themselves as independent countries. In
the aftermath of the dissolution of the Soviet Union for
example, agricultural output declined on average by 25-50
percent across the fifteen countries (Liefert and Swinnen,
2002). Economic and political conflicts among the new
states shifted from being internal issues dealt with by the
Soviet authorities in Moscow, to international problems
between the newest members of the United Nations. The
current conflict in Kyrgyzstan between the Kyrgyz majority
and the minority Uzbek population is an illustration of the
continuing tensions among these former Soviet Republics.
The post Soviet countries have many similarities
including widespread use of the Russian language,
corruption, political instability, bureaucratic inertia,
poverty, income inequalities, involvement by international
organizations and other countries, and ongoing ethnic and
religious conflicts. Many of these factors slow economic
development, trade and growth in the regions. In the
Caucasus, the conflict between Armenia and Azerbaijan
over Nagorno-Karabakh, a region located within
Azerbaijan's boundaries but populated mainly by
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Armenians, resulted in border closings that eliminated all
trade between the two countries. In Eastern Europe, the
disputed region of Transdinestria, populated mainly by
ethnic Russians but lying between Ukraine and Moldova,
has been the source of tensions between Russia and
Moldova. Another conflict is taking place between Russia
and Georgia, in Abkhazia and South Ossetia, two regions
in Georgia which have been recognized as independent
republics by Russia, but not by Georgia or by most of the
international community. Relations between Russia and
Georgia deteriorated to the point that the Russian army
actually invaded Georgia in 2008 in response to alleged
provocations by the Georgian government (Klare, 2008).
Even before the armed conflict, relations between
Georgia and Russia had been uneasy, in part because of
the Rose Revolution that followed flawed presidential
elections in 2003. This led to the establishment of a
strongly pro-Western government (Kandelaki, 2006). In
2006, Russia decided to ban imports of wine from
Georgia, which has long been known for its high quality
wine (BBC News, 2006). Wines from Georgia and another
former Soviet Republic, Moldova, were popular all over
the Soviet Union, and Russia has traditionally imported
large amounts of wine from these countries. The Russian
government claimed that the reason for the ban was
because the wines contain heavy metals and pesticides, a
claim that was disputed by Georgian and Moldovan
authorities (Chivers, 2006). Russian authorities also
argued that the wines do not meet Russian consumers’
standards. Wine production is very important for both the
Georgian and Moldovan economies. For both countries
Russia was the primary wine market, accounting for as
much as 90 percent of their wine exports (BBC News,
2006). Overall, wine is the second largest export product
for Georgia (about 10 percent of total exports), and for
Moldova, wine production constitutes about 25 percent of
its GDP (Tsereteli, 2006). According to the 2007 Georgian
Economic Report, the share of wine in total export
earnings fell from 7.5 to 4.1 percent as a result of the
Russian ban. For Russia, Georgian wine made up about
nine percent of total wine imports, while Moldovan wine
accounted for about 56 percent (Tsereteli, 2006). These
numbers show that Russian wine consumers (and retailers)
were also penalized by the ban, which led to sharp price
increases. In 2007, Russia suspended the ban on Moldovan
wine (but not on Georgian wine).
The Russian ban on imports of Georgian wine is an
effort to achieve geopolitical ends by inflicting economic
harm on Georgia. There is a long history of similar
actions. For example, to punish the Soviet Union for
invading Afghanistan, the United States boycotted the
1980 Moscow Olympics and put an embargo on
agricultural exports to the Soviet Union. The United States
has tried to punish Cuba for many years by imposing a
trade embargo. In general, the use of economic sanctions

as part of a country’s international political and diplomatic
strategy has been ineffective. U.S. sanctions on trade with
Cuba have probably strengthened the hand of Fidel Castro,
who could point to the U.S. trade measures as an
explanation for the backward state of Cuba’s economy,
rather than being forced to confront the deficiencies of his
communist government’s economic strategies.
The impact of Russia’s ban on wine imports can be
seen in Table 1 (on next page). Prior to the Russian action,
trade in wine in all three countries was growing rapidly.
For the period 2000 to 2005, average annual growth of
Georgian and Moldovan wine exports and Russian wine
imports was 25, 19 and 27 percent, respectively. In 2007,
wine exports were 77 percent below the high reached in
2005 in Georgia, and 74 percent lower in Moldova. Russian
wine imports did not fall as much, as there are many
alternative sources for wine, but they were still 36 percent
below the 2005 high. It is likely that Moldovan exports
increased after the withdrawal of the ban in 2007, although
data for subsequent years are not yet available. In Georgia
however, the loss of the Russian market has forced wine
producers to seek new outlets in a world wine market that
is already very competitive, and dominated by sophisticated
producers and merchants in Europe, Australia, South
America and elsewhere. Traditionally, Russia has been
Georgia’s primary trading partner for a wide range of
products, many of which were also affected by the Russian
embargo. This has caused significant harm to the Georgian
economy. On the other hand, Georgia is looking for new
markets and is currently increasing trade with Turkey and
Azerbaijan.
Have Russia’s economic sanctions directed at Georgia
achieved the geopolitical goals of the Russian leadership?
This question is complicated by the fact that Russia’s
precise objectives have never been clearly articulated.
Klare argues that the current conflict between Russia and
Georgia is just one element in “... an intense geopolitical
contest over the flow of Caspian Sea energy to markets in
the West.” To prevent Russia from exercising complete
control over the delivery of oil and natural gas to Europe,
U.S. Presidents Clinton and Bush both supported the
construction of a pipeline through Azerbaijan, Georgia and
Turkey, and directed substantial amounts of military aid to
Georgia to protect these investments (Klare, 2008). The
pipeline has been in operation since 2006, so it is not clear
that the Russian economic sanctions have had much of an
impact on what may be the underlying conflict, control of
energy resources in areas that were previously part of the
Soviet Union. Overall, Russia’s attempt to control and
punish Georgia might result in pushing Georgia towards the
West even more.
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Table 1: Georgian and Moldovan Wine Exports and Russian Wine Imports (metric tons), 2000-2007.
Year

Georgian W ine Exports

M oldovan W ine Exports

2000

18,430

99,183

162,346

2001

21,612

136,799

256,615

2002

23,399

153,656

298,380

2003

34,706

202,170

416,361

2004

40,047

228,036

505,125

2005

64,994

254,187

622,702

2006

24,540

146,083

369,977

2007

14,840

66,062

399,595

Source: http://faostat.fao.org/site/406/default.aspx

Subscription Renewal Time!!!
It is time to renew your Cornhusker Economics Newsletter
for the coming year July 2010 - June 2011.
Attached is a renewal form to fill out and return with your check.
Please make the check payable to the University of Nebraska.
If you have any questions, call Nancy Pritchett at (402) 472-1789.

Russian W ine Imports

Cornhusker Economics
Subscription Rates Prorated by Month
(Subscriptions run from July 1 -- June 30)
2010 - 2011
Full Subscription Fee (July 1 - June 30)

$20.00

Subscription as of July 1

20.00

Subscription as of August 1

18.40

Subscription as of September 1

16.80

Subscription as of October 1

15.20

Subscription as of November 1

13.60

Subscription as of December 1

12.00

Subscription as of January 1

10.40

Subscription as of February 1

8.80

Subscription as of March 1

7.20

Subscription as of April 1

5.60

Subscription as of May 1

4.00

Subscription as of June 1

2.40

Enclosed is my check for $___________ made payable to the University of Nebraska. Please begin
my subscription to Cornhusker Economics for ___________ months through June 30, 2011.
Name
Address

Mail with your payment to:
Nancy Pritchett, 307 Filley Hall, University of Nebraska, Lincoln, NE 68583-0922.
Phone: (402) 472-1789

